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In t h e  Hat ter  of: 

ADJUSTMENT OF THE RATES OF 1 
AUXIER ROAD GAS COMPANY, 1NC.r ) CASE NO. 9 3 1 8  
FOR AN INCREASE I N  GAS RATES 1 

O R D E R  

On March 29, 1985 ,  Auxier Road Gat3 Company, I n c . ,  ( " A u x i e r  

Road") filed a n  application with t h e  Commiss ion  r e q u e s t i n g  

a u t h o r i t y  t o  i n c r e a s e  its rates and c h a r g e s  for gas s e r v i c e  

r e n d e r e d  on  a n d  a f t e r  April 19,  1985. A u x i e r  Road i n c l u d e d  t w o  

sets  of rates w i t h i n  its n o t i c e ,  i n t e r i m  e m e r g e n c y  m o n t h l y  rates 

( "emergency  ra tes" )  w h i c h  i t  proposed to i m p l e m e n t  immediately , 
a n d  proposed f i n a l  m o n t h l y  rates ( " f i n a l  rates"), to  be 

i m p l e m e n t e d  upon final disposition of this case. The 

i m p l e m e n t a t i o n  of t h e  e m e r g e n c y  rates was d e n i e d  by Order on May 

13, 1 9 8 5 ;  h o w e v e r ,  c i r c u m s t a n c e s  prevented the s u s p e n s i o n  of t h e  

proposed final rates w i t h i n  t h e  20-day required period,  and t h e s e  

rates were p l a c e d  i n t o  effect  by A u x i e r  Road on  April 19, 1985. 

On June  6, 1985, the C o m m i s s i o n ,  p u r s u a n t  t o  KRS 278.260, 

instituted upon  its own motion an investigation i n t o  the 

r e a s o n a b l e n e s s  of the rates c h a r g e d  by Auxier Road a n d  ordered 

this case r e o p e n e d  for purposes of the investigation. 

The f i n a l  rates proposed i n  t h e  application by A u x i e r  Road 

would i n c r e a s e  its a n n u a l  r e v e n u e s  by a p p r o x i m a t e l y  $120,299, an 

increase of 24.3 p e r c e n t .  A u x i e r  Road cited d e c l i n i n g  revenues 



due to reduced annual sales v o l u m e  and decreased c u s t o m e r  u s a g e  a s  

t h e  r e a s o n  for t h e  r e q u e s t e d  ra te  i n c r e a s e .  

A h e a r i n g  w a s  s c h e d u l e d  for  September 4 ,  1985, for t h e  

purpose of cross-examination of w i t n e s s e s  of A u x i e r  Road a n d  t h e  

intervenors. A u x i e r  Road w a s  d i r e c t e d  to g i v e  n o t i c e  to  i ts  

c u s t o m e r s  of t h e  proposed rates and t h e  scheduled h e a r i n g  p u r s u a n t  

t o  807 KAR 5:011, S e c t i o n  0 .  Motions t o  i n t e r v e n e  i n  t h i s  m a t t e r  

w e r e  f i l e d  by t h e  Consumer  P r o t e c t i o n  D i v i s i o n  of t h e  O f f i c e  of 

t h e  A t t o r n e y  G e n e r a l ,  a n d  t h e  A u x i e r  Community D e v e l o p m e n t  Club. 

These m o t i o n s  were g r a n t e d  a n d  n o  other  p a r t i e s  f o r m a l l y  

i n t e r v e n e d .  

The h e a r i n g  for t h e  p u r p o s e  of c r o s s - e x a m i n a t i o n  of t h e  

w i t n e s s e s  of A u x i e r  Road a n d  t h e  i n t e r v e n o r s  was held i n  t h e  

C o m m i s s i o n ' s  o f f i c e s  i n  F r a n k f o r t ,  K e n t u c k y ,  o n  September 4 ,  1 9 8 5 ,  

w i t h  a l l  p a r t i e s  of record r e p r e s e n t e d .  All i n f o r m a t i o n  r e q u e s t e d  

d u r i n g  t h e  h e a r i n g  h a s  b e e n  s u b m i t t e d .  

A t  t h e  S e p t e m b e r  4 ,  1985,  h e a r i n g  before any e v i d e n c e  was 

a d d u c e d ,  A u x i e r  Road made a n  oral m o t i o n  to place t h e  b u r d e n  of 

proof a n d  t h e  b u r d e n  of g o i n g  forward i n  t h e  proceeding "upon t h e  

P u b l i c  S e r v i c e  C o m m i s s i o n  a n d  any i n t e r v e n o r s  o r  p ro te s t an t s  a t  

the h e a r i n g . "  The h e a r i n g  e x a m i n e r  r e s e r v e d  t h e  r u l i n g  o n  t h e  

m o t i o n  for t h e  C o m m i s s i o n ,  and directed t h a t  A u x i e r  Road f i l e  a 

w r i t t e n  m o t i o n  c o n f i r m i n g  its a c t i o n  a n d  s t a t i n g  its g r o u n d s  

therefor.  On September  16, 1985,  A u x i e r  Road filed its w r i t t e n  

m o t i o n  s t a t i n g  t h a t  it had " e x i s t i n g  rates p r e s e n t l y  a u t h o r i z e d  by  

t h e  C o m m i s s i o n , "  t h a t  t h e  hearing was s c h e d u l e d  u n d e r  K R S  278.260,  

and t h a t  " c o n s e q u e n t l y ,  t h e  b u r d e n  of g o i n g  forward t o  (sic) s u c h  - 
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h e a r i n g  a n d  the b u r d e n  of p r o o f  rested. .  .upon t h e  Commiss ion . .  . to  

e s t a b l i s h  t h a t  t h e  p r e s e n t  rates l a w f u l l y  i n  e x i s t e n c e  for A u x i e r  

Road G a s  Company are u n r e a s o n a b l e  or u n j u s t l y  discriminatory." 

A u x i e r  Road c i t e d  no a u t h o r i t y  €or t h e  p r o p o s i t i o n s  

a d v a n c e d ,  a n d  w e  a r e  not aware of a n y  s u c h  a u t h o r i t y .  The rates 

now i n  e f f e c t  a r e  those c o n t a i n e d  i n  A u x i e r  Road ' s  a p p l i c a t i o n  a n d  

n o t  s u s p e n d e d  u n d e r  KRS 278.190. However ,  t h e  f a c t  t h a t  t h e y  were 

n o t  s u s p e n d e d  does n o t  c o n s t i t u t e  a p p r o v a l ,  a u t h o r i z a t i o n ,  o r  

a d o p t i o n  of t h e s e  rates by t h e  Commiss ion .  The  Commiss ion  is not 

a p a r t y ,  but t h e  forum before w h i c h  t h i s  p r o c e e d i n g  is p e n d i n g .  

W h e t h e r  t h i s  f.s r e g u l a r  r a te  case u n d e r  KRS 278.190, or a KRS 

278.260 p r o c e e d i n g ,  i t  is f u n d a m e n t a l  t h a t  p a r t i e s  e s t a b l i s h i n g ,  

d e f e n d i n g ,  or o p p o s i n g  u t i l i t y  r a t e s  c a r r y  t h e  b u r d e n  of proof. 

The M o t i o n  is o v e r r u l e d .  

T h i s  O r d e r  add res ses  t h e  C o m m i s s i o n ' s  f i n d i n g s  a n d  

determinations o n  i s s u e s  p r e s e n t e d  a n d  disclosed i n  t h e  h e a r i n g s  

and investigation of A u x i e r  R o a d ' s  r e v e n u e  r e q u i r e m e n t  a n d  rate 

d e s i g n  and provides ra tes  a n d  c h a r g e s  t h a t  w i l l  p r o d u c e  a n  

i n c r e a s e  i n  a n n u a l  r e v e n u e s  of $52,171 a b o v e  t h e  ra tes  i n  e f f e c t  

a t  t h e  t i m e  of t h e  f i l i n g ,  a n  increase of 11.6 p e r c e n t .  

COMMENTARY 

A U X f e K  Road o p e r a t e s  as a p u b l i c  u t i l i t y  p r o v i d i n g  g a s  

s e r v i c e  to 35 c o m m e r c i a l  and 4 4 2  r e s i d e n t i a l  c u s t o m e r s  i n  t h e  town 

of A u x i e r  i n  Floyd C o u n t y ,  Ken tucky .  

TEST PERIOD 

A u x i e r  Road proposed a n d  t h e  Commiss ion  has accepted t h e  

12-month p e r i o d  e n d i n g  December 3 1 ,  1 9 8 4 ,  aa the t e a t  p e r i o d  for 
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determining the reasonableness o f  the proposed rates. In using 

the historic test period, the Commission has given full con- 

sideration to appropriate known and measurable changes. 

VALUATION METHOD 

Auxier Road proposed a net investment rate base of 

$469,062. The Commission has accepted the proposed rate base with 

the following modifications: 

Extension of Cliff Line 

Included among Auxier Road's test-year expenditures was 

$50,600 paid  to M. Branham Construction ( "Branham Construction") 

which represents the cost of a line to the Cliff area ("Cliff 

Line") for an interconnection which would allow the Kentucky/West 

Virginia Gas Company (*Kentucky-West") to deliver gas into the 

Auxier Road system. Auxier Road testified that the original 

intent was for Branham Construction to retain ownership of the 

Cliff Line, and for Auxier Road to pay a rental charge for gas 

delivered into the system. However, when Kentucky-West was unable 

to obtain Federal Energy Regulatory Commission ( " F E R C " )  approval 

to transmit gas to Auxier Road, thereby preventing the use of the 

line as planned, the line was purchased from Branham Construction 

by Auxier Road. The effects of this transaction o n  test-year 

financial statements were as follows: 1) utility Plant in Service 

Accounts were increased by $50,600; 2) Depreciation Expense was 

increased by $1,453; and 3) Accumulated Depreciation was 

increased by $1,453. 

The Commission is concerned about the manner in which t h i s  

construction project wa8 conducted. Auxier Road undertook this 
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project  w i t h o u t  t h e  k n o w l e d g e  or a p p r o v a l  of t h e  Commiss ion .  

A u x i e r  Road's c o n t e n t i o n  t h a t  t h i s  e x p e n d i t u r e  w a s  w i t h i n  t h e  

" o r d i n a r y  c o u r s e  of b u s i n e s s "  is w i t h o u t  m e r i t  i n  t h a t  its 

u n s t a b l e  f i n a n c i a l  c o n d i t i o n  makes s u c h  a n  e x p e n d i t u r e  v e r y  

i m p r u d e n t .  M o r e o v e r ,  A u x i e r  Road e n t e r e d  i n t o  t h i s  project  

w i t h o u t  c o n s i d e r a t i o n  of its c o m m i t m e n t s  to  p u r c h a s e  gas  f r o m  

C o l u m b i a  Gas of K e n t u c k y ,  I n c . ,  ( " C o l u m b i a  Gas")  a n d ,  by doing so, 

e x p e n d e d  $50 ,600  f o r  a c o n s t r u c t i o n  p r o j e c t  w h i c h  is n o t  now u s e d  

a n d  u s e f u l .  Because t h i s  e x t e n s i o n  is n o t  u s e d  a n d  useful and, 

t h e r e f o r e ,  of no u s e  t o  t h e  r a t e p a y e r s  of A u x i e r  R o a d ,  t h e  

Commiss ion  f i n d s  t h a t  i n c l u s i o n  of i t s  cost is i n a p p r o p r i a t e  a n d ,  

t h e r e f o r e ,  h a s  made t h e  f o l l o w i n g  a d j u s t m e n t s  to  re f lec t  t h i s  

finding: 1) decrease U t i l i t y  P l a n t  i n  S e r v i c e  $50 ,600;  2 )  r e d u c e  

A c c u m u l a t e d  D e p r e c i a t i o n  $ 1 , 4 5 3 ;  and 3 )  reduce D e p r e c i a t i o n  

E x p e n s e  $ 1 , 4 5 3 .  

A m o r t i z a t i o n  of E x t r a o r d i n a r y  Loss 

I n  i ts  O r d e r  da t ed  A p r i l  23, 1981, i n  Case No. 7897, 

A d j u s t m e n t  of R a t e s  of A u x i e r  Road Gas Company, I n c .  of 

P r e s t o n s b u r g  , K e n t u c k y ,  t h e  Commiss ion  a u t h o r i z e d  t h e  r e t l r e m e n t s  

of $30,882 to A c c o u n t  No. 1 8 2 - - E x t r a o r d i n a r y  P r o p e r t y  lasses, w i t h  

t h i s  b a l a n c e  t o  be amor t ized  o v e r  a 1 0 - y e a r  per iod.  I t  is 

a p p a r e n t  f r o m  A u x i e r  Road's December  31, 1984 ,  b a l a n c e  s h e e t  t h a t  

the e u b a e q u e n t  t r e a t m e n t  o f  t h i s  p r o p e r t y  lOS8 h a s  n o t  b e e n  i n  

a c c o r d a n c e  with the U n i f o r m  S y s t e m  of A c c o u n t s  for Class C and D 

Gas Compan ies .  

Though there  are s l i g h t  d i s c r e p a n c i e s  i n  the s p e c l f  ic  

a m o u n t s ,  i t  Is a p p a r e n t  f r o m  t h e  1981 A n n u a l  Report t h a t  A u x i e r  
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Road o r i g i n a l l y  recorded t h e  loss  p u r s u a n t  t o  t h e  C o m m i s s i o n ' s  

Order and i n  accordance w i t h  t h e  U n i f o r m  S y s t e m  of A c c o u n t s .  

W h i l e  $ 3 0 r 8 8 2  was t h e  amoun t  o r i g i n a l l y  a p p r o v e d ,  $ 3 0 r 2 5 9  was t h e  

amoun t  a c t u a l l y  recorded as a p r o p e r t y  loss. A s  o f  December 31, 

1 9 8 4 #  $30,259 was s t i l l  r e f l e c t e d  as t h e  b a l a n c e  i n  A c c o u n t  No. 

182. Upon r e v i e w i n g  t h e  1981-1984 A n n u a l  R e p o r t s ,  it is  a p p a r e n t  

t h a t  A u x i e r  Road h a s  been a m o r t i z i n g  t h i s  p r o p e r t y  loss b y  

d e b i t i n g  A c c o u n t  N o .  4 0 7 . l - - A m o r t i z a t i o n  of P r o p e r t y  Losses, a n d  

c r e d i t i n g  A c c o u n t  N o .  110- -Accumula t ed  P t o v i s i o n  fo r  D e p r e c i a t i o n ,  

D e p l e t i o n  a n d  A m o r t i z a t i o n .  The U n i f o r m  S y s t e m  of A c c o u n t s  

r e q u i r e s  t h a t  t h e  a n n u a l  a m o r t i z a t i o n  of t h e  e x t r a o r d i n a r y  

p r o p e r t y  loss  be credi ted to  A c c o u n t  N o .  182. The improper 

a c c o u n t i n g  for t h e  t r a n s a c t i o n  has r e s u l t e d  i n  A c c o u n t  N o .  1 1 0  

b e i n g  o v e r s t a t e d  by $9,556,  w h i l e  A c c o u n t  No. 182 is o v e r s t a t e d  by 

a l i k e  a m o u n t .  A d j u s t m e n t s  h a v e  b e e n  made h e r e i n  t o  correct t h e  

e f f e c t s  of t h i s  improper a c c o u n t i n g  t r e a t m e n t .  Aux ier  Road should 

f i l e  amended a n n u a l  reports for t h e  y e a r s  1981-1984 to  r e f l ec t  

p r o p e r  a c c o u n t i n g  f o r  t h e  e x t r a o r d i n a r y  p r o p e r t y  loss. 

A u x i e r  R o a d  f u r t h e r  p r o p o s e d  t o  i n c l u d e  $30,259 associated 

w i t h  t h e  e x t r a o r d i n a r y  p r o p e r t y  loss  i n  r a t e  base. A u x i e r  Road 

c o n t e n d e d  t h a t  i t  had i n v e s t m e n t  associated with t h i s  loss a n d  is 

e n t i t l e d  t o  a r e t u r n  o n  i t .  The  Commiss ion  h a s  c o n s i s t e n t l y  

t a k e n  t h e  w s i t i o n  t h a t  a r e t u r n  on assets n o t  used a n d  u s e f u l  is 

i n a p p r o p r i a t e  and f indn t h a t  A u x i e r  Road has p r o v i d e d  no e v i d e n c e  

Response,  I t e m  No. 1 4 D ,  C o m m i s s i o n ' s  F i r a t  I n f o r m a t i o n  
R e q u e s t ,  da t ed  May 1 0 ,  1985.  
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as  t o  why t h e  C o m m i s s i o n  s h o u l d  dev ia t e  f r o m  t h i s  p r ac t i ce  i n  t h i s  

i n s t a n c e .  To a l low s u c h  t r e a t m e n t  i n  t h i s  case wou ld  r e q u i r e  

c u r r e n t  r a t e p a y e r s  t o  bear t h e  cost of p l a n t  associated w i t h  

p r e v i o u s  s e r v i c e .  Moreover, t h e  i n c l u s i o n  of t h i s  amoun t  w a s  n o t  

proposed, n o r  w a s  i t  allowed, i n  A u x i e r  Road's most r e c e n t  case. 

The Commiss ion  h a s ,  t h e r e t o r e ,  e x c l u d e d  a m o u n t s  associated w i t h  

t h e  e x t r a o r d i n a r y  p r o p e r t y  loss f r o m  r a t e  base,  b u t  has ,  a s  i n  t h e  

p a s t ,  a l lowed  t h e  a m o r t i z a t i o n  of t h e  loss  a s  a n  o p e r a t i n g  

e x p e n s e .  

Cash Workinq Capital 

A u x i e r  Road proposed t o  i n c l u d e  a c a s h  w o r k i n g  c a p i t a l  

a l l o w a n c e  of $20 ,456 ,  based o n  its proposed o p e r a t i n g  s t a t e m e n t .  

The Commiss ion  h a s  r e d u c e d  t h i s  a m o u n t  to $17,988 i n  order t o  

a l l o w  1/8 o f  t h e  a d j u s t e d  o p e r a t i n g  a n d  m a i n t e n a n c e  e x p e n s e s  less 

p u r c h a s e d  gas  f o u n d  appropr ia te  h e r e i n .  

Depr ec i a  t io  n R e  serve 

The C o m m i s s i o n  h a s  r e d u c e d  A u x i e r  R o a d ' s  reported y e a r - e n d  

d e p r e c i a t i o n  r e s e r v e  by  $ 1 1 , 0 1 2  to re f lec t  t h e  a d j u s t m e n t s  f o u n d  

appropriate  h e r e i n .  T h i s  amoun t  cons is t s  of r e d u c t i o n s  of $9 ,559  

t o  correct t h e  improper a c c o u n t i n g  t r e a t m e n t  of t h e  e x t r a o r d i n a r y  

loss a n d  $1,453 t o  remove d e p r e c i a t i o n  associated w i t h  t h e  C l i f f  

L i n e .  

Thus t h e  Cornmission h a s  d e t e r m i n e d  Auxier Road * s n e t  

i n v e s t m e n t  r a t e  base to  be as f o l l o w s :  
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U t i l i t y  P l a n t  
P r e p a y m e n t s  
Working  C a p i t a l  

S u b t o t a l  

$582,037 2 , 3 3 2  

1 7 , 9 8 8  
$602 , 357 

Less: 
A c c u m u l s t e d  D e p r e c i a t i o n  $ 1 4 5 , 8 4 8  
C u s t o m e r  A d v a n c e s  f o r  C o n s t r u c t i o n  8 . 6 5 1  
C l i f f  L i n e  E x t e n s i o n  

S u b t o t a l  
5 0 , 6 0 0  

$ 2 0 5 , 0 9 9  

Net  I n v e s t m e n t  Rate  Base $397,250 

REVENUES A N D  E X P E N S E S  

A u x i e r  Road r e p o r t e d  d n e t  loss  o f  $ 4 2 , 6 1 2  f o r  t h e  test 

p e r i o d .  In order to  r e f l e c t  c u r r e n t  o p e r a t i n g  c o n d i t i o n s ,  A u x i e r  

Road proposed numerous  a d j u s t m e n t s  t o  r e v e n u e s  a n d  e x p e n s e s  

r e s u l t i n g  i n  a n  a d j u s t e d  n e t  loss  of $ 1 0 4 , 7 9 7 .  The C o m m i s s i o n  is 

of t h e  o p i n i o n  t h a t  t h e  proposed a d j u s t m e n t s  are g e n e r a l l y  proper 

a n d  acceptable for r a t e - m a k i n g  p u r p o s e s  w i t h  t h e  f o l l o w i n g  

mod i f  i c a t  i o n s  : 

Normalized Revenue 

A u x i e r  Road p r o p o s e d  a t empera ture  a d j u s t m e n t  of $ 8 , 9 3 1 ,  

wh ich  d e c r e a s e s  t h e  normal ized  r e v e n u e  to $ 4 4 3 , 7 0 0 .  I n  m a k i n g  

t h i s  a d j u s t m e n t ,  A u x i e r  Road u s e d  a n  a v e r a g e  r a t e  b a s e d  o n  t h e  

p r o p o s e d  r e v e n u e .  A s  t h e  t e m p e r a t u r e  a d j u s t m e n t  is a n  a d j u s t m e n t  

t o  t h e  n o r m a l i z e d  r e v e n u e s ,  t h e  Commission is of t h e  opinion that 

t h e  r a t e s  u s e d  to c a l c u l a t e  t h e  temperature  a d j u s t m e n t  s h o u l d  be 

t h e  same as t h e  rates t h a t  p r o d u c e  t h o  n o r m a l i z e d  r e v a n u f ) .  

T h e r e f o r e ,  t h e  Commiss ion  has u s e d  t h e  Over  1 Mcf ra te  of $7.267 

a n d  c h a n g e d  t h e  t e m p e r a t u r e  a d j u s t m e n t  t o  $ 7 , 2 6 0  a n d  r e d u c e d  

n o r m a l i z e d  r e v e n u e s  to $ 4 4 5 , 4 1 1 .  
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P u r c h a s e d  Gas 

A u x i e r  Road p r o p o s e d  a d j u s t m e n t s  t o  r e d u c e  p u r c h a s e d  g a s  

e x p e n s e  by  $ 3 8 , 4 9 8 .  T h i s  proposed a d j u s t m e n t  c o n s i s t e d  of a 

$33,453 a d j u s t m e n t  to n o r m a l i z e  g a s  costs  based on t h e  w h o l e s a l e  

r a t e  of $4.951 w h i c h  was i n  e f f e c t  a t  t h e  t i m e  of t h e  f i l i n g ,  a n d  

a $ 5 , 0 4 5  t e m p e r a t u r e  a d j u s t m e n t .  The  Commiss ion  h a s  accepted t h e  

t e m p e r a t u r e  a d j u s t m e n t  as  p r o p o s e d .  T h e  Commiss ion  does n o t  

concur, h o w e v e r ,  w i t h  t h e  m e t h o d o l o g y  u s e d  to d e t e r m i n e  the 

n o r m a l i z e d  cost  of gas. I n  d e t e r m i n i n g  t h e  p u r c h a s e d  g a s  

a d j u s t m e n t ,  A u x i e r  Road's c a l c u l a t i o n  was b a s e d  upon  t e s t - y e a r  M c f  

sa l e s  r a t h e r  t h a n  Mcf p u r c h a s e s .  The Commiss ion  is o f  t h e  

o p i n i o n ,  a n d  A u x i e r  Road c o n c u r r e d  a t  t h e  h e a r i n g ,  t h a t  gas 

p u r c h a s e s  s h o u l d  be u s e d  a s  t h e  bas i s  for n o r m a l i z i n g  p u r c h a s e d  

g a s  costs r a t h e r  t h a n  gas  s a l e s .  T h e r e f o r e ,  t h e  C o m m i s s i o n  h a s  

calculated a n  a d j u s t m e n t  o f  $3O,11gL b a s e d  upon Mcf p u r c h a s e s  per 

C o l u m b i a  Gas i n v o i c e s  a n d  t h e  w h o l e s a l e  ra te  i n  e f f e c t  a t  t h e  t i m e  

o f  t h e  f i l i n g ,  w h i c h  h a s  been i n c l u d e d  h e r e i n  for r a t e - m a k i n g  

p u r p o s e s .  

T h e  a f o r e s a i d  a d j u s t m e n t s  r e s u l t  in a d e c r e a s e  t o  

t e s t - p e r i o d  p u r c h a s e d  g a s  e x p e n s e  of $ 3 5 , 1 6 5 .  

Depreciation E x p e n s e  

A s  p r e v i o u s l y  d i s c u s s e d ,  a l l  costs  associated w i t h  t h e  

i n s t a l l a t i o n  and p u r c h a s e  of t h e  C l i f f  L i n e  have been e l i m i n a t e d  

Mcf P u r c h a s e s  61.791 
W h o l e s a l e  Rate 

T e s t  Year 336,046 
$ 30,119 
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for r a t e - m a k i n g  p u r p o s e s  . T h e  C o m m i s s i o n  h a s  r e d u c e d  o p e r a t i n g  

e x p e n s e s  by $ 1 , 4 5 3  to r e f l e c t  t h e  e l i m i n a t i o n  of $1,453 i n  

test-year depreciat ion associated w i t h  t h e  Cliff L i n e .  

Salaries Wages a n d  Benefits 

Auxier  Road proposed an a d j u s t m e n t  to i n c r e a s e  o p e r a t i n g  

e x p e n s e s  by $ 1 2 , 5 3 2  to  re f lec t  t h e  r e t u r n  to  f u l l - t i m e  employmen t  

of i ts  m a i n t e n a n c e  man,  D e n n i e  O u s l e y .  T h i s  a d j u s t m e n t ,  c o u p l e d  

w i t h  t e s t - y e a r  t o t a l  c o m p e n s a t i o n  of $ 6 7 , 9 9 7  €or a l l  employees, 

resul ts  i n  proposed t o t a l  c o m p e n s a t i o n  of $ 8 0 , 5 2 8 .  T h i s  compensa -  

t i o n  is d i s t r i b u t e d  among three f u l l - t i m e  e m p l o y e e s ,  t w o  p a r t - t i m e  

e m p l o y e e s ,  a n d  a non-employee director. 

In Auxier Road's l a s t  case, C a s e  No, 8 7 6 8 ,  A d j u s t m e n t  of 

the R a t e s  of A u x i e r  Road Gas Company, I n c . ,  for an I n c r e a s e  i n  Gas 

Rates,  the  Commiss ion  expressed i ts  c o n c e r n  about t h e  l e v e l s  of 

t o t a l  compensation and established a r e a s o n a b l e  l eve l  of wages, 

s a l a r i e s  a n d  b e n e f i t s  of $57,997. '  A u x i e r  Road a t tempted  to  

d e m o n s t r a t e  t h a t  i t s  proposed wages were i n  c o n f o r m i t y  w i t h  wage 

l e v e l s  f o u n d  r e a s o n a b l e  i n  p r e v i o u s  cases t h r o u g h  t h e  t e s t i m o n y  of 

its c o n s u l t a n t ,  M r .  A .  F. H u m p h r i e s ,  and A U K i e r  Road's E x h i b i t  5 

prepared by him. T h i s  e x h i b i t  p u r p o r t e d  t o  show t h a t  t h e  Consumer  

P r i c e  Index ( " C P I " )  had i n c r e a s e d  59 p e r c e n t  f r o m  July 1980 

t h r o u g h  January 1985, while proposed c o m p e n s a t i o n ,  i n  r e l a t i o n  to  

t h e  a m o u n t  f o u n d  r e a s o n a b l e  i n  Case No. 7897, w o u l d  r e p r e s e n t  an 

increase of a lesser a m o u n t  and, thus, proposed w a g e s  weso 

Caae No. 8 7 6 8 ,  Commission's O r d e r  d a t e d  September 16, 1 9 8 5 ,  
p a  6 .  
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r e a s o n a b l e .  T h i s  a r g u m e n t  is n o t  v a l i d  b e c a u s e  t h e  i n d e x  u s e d  by 

Mr. H u m p h r i e s  m e a s u r e d  t h e  i n c r e a s e  i n  t h e  cost of n a t u r a l  gas 

o n l y .  T h e r e  wou ld  be n o  r e a s o n  t o  expect  d d i r e c t  c o r r e l a t i o n  

b e t w e e n  t h e  cost of n a t u r a l  g a s  a n d  c o m p e n s a t i o n .  Therefore ,  the 

Commiss ion  re jec ts  t h i s  proposed proof t h a t  wages are r e a s o n a b l e .  

The  Commiss ion  does, h o w e v e r ,  a g r e e  w i t h  t h e  basic  idea of 

Mr. H u m p h r i e s  t h a t  wage l e v e l s  s h o u l d  n o t  i n c r e a s e  a t  a ra te  

s i g n i f i c a n t l y  ahead of t h e  g e n e r a l  l e v e l  of i n f l a t i o n .  This is 

t h e  t r e n d  t h r o u g h o u t  t h e  economy and t h e  Commiss ion  sees n o  r e a s o n  

why a n  e x c e p t i o n  s h o u l d  be made i n  t h i s  i n s t a n c e .  A s  m e n t i o n e d  

above, t h e  Commiss ion  found $57,997 as the r e a s o n a b l e  l e v e l  of 

c o m p e n s a t i o n  i n  A u x i e r  Road's m o s t  r e c e n t  case. A u x i e r  R o a d ' s  

proposed leve l  of $ 8 0 , 5 2 6  r e p r e s e n t s  an i n c r e a s e  of o v e r  38.8 

p e r c e n t ;  t h e  i n f l a t i o n  r a t e  d u r i n g  t h i s  same t i m e  period ( J u n e  
4 1983-Augus t  198Sj as m e a s u r e d  by t h e  CPI was only  8 . 5  p e r c e n t .  

I n  d e t e r m i n i n g  t h e  r e a s o n a b l e  wage  l e v e l  t o  be u s e d  for 

r a t e - m a k i n g  p u r p o s e s  i n  this case, t h e  Commiss ion  has  a p p l i e d  t h e  

i n c r e a s e  i n  t h e  C P I  to the l e v e l  of w a g e s  f o u n d  r e a s o n a b l e  i n  C a s e  

NO. 8 7 6 8 .  T h i s  r e s u l t s  i n  a pro forma wages, s a l a r i e s  a n d  

b e n e f i t s  l e v e l  of $62,926. The  $67,997 t e s t - y e a r  c o m p e n s a t i o n  

l e v e l  has  t h e r e f o r e  b e e n  r e d u c e d  by $5,071.  

Amort lza t ion-o f  Arrearage6 

A u x i e r  Road p r o p o s e d  an a d j u s t m e n t  t o  a m o r t i z e  $ 7 6 , 5 3 0  in 

arrsaragea owed to C o l u m b i a  Gas a n d  t h e  D e p a r t m e n t  of meal 

Governmen t  ( " D L G " )  o v e r  a 2-year period for r a t e - m a k i n g  p u r p o s e s .  

C P I  - J u n e  1983 = 298 .1 ;  C P I  - A u g u s t  1 9 8 5  = 323.5. 
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Auxier Road s t a t e d  t h a t  t h e  a m o r t i z a t i o n  of t h e  arrearages s h o u l d  

be allowed b e c a u s e  t h e y  were e x p e n d i t u r e s  of t h e  company u n d e r  t h e  

d i r e c t i o n  of t h e  management  a n d  t h a t  management  h a s  d o n e  a good 

job i n  t h e  l a s t  s e v e r a l  y e a r s  a n d  w i l l  p r o b a b l y  c o n t i n u e  t o  do so 

i n  t h e  f u t u r e .  The  Commiss ion  is of t h e  o p i n i o n  that s u c h  

t r e a t m e n t  of t h e  a r rearages  is i n a p p r o p r i a t e  b e c a u s e  t h e s e  a m o u n t s  

w e r e  a c c r u e d  d u e  to t h e  f a i l u r e  of A u x i e r  Road to properly s e r v i c e  

i ts  d e b t s  i n  t h e  p a s t  when r a t e s  were d e s i g n e d  t o  p r o d u c e  

s u f f i c i e n t  r e v e n u e s  to  meet these o b l i g a t i o n s .  The r a t epaye r s  

p r o v i d e d  t h e  funds to m e e t  t h e s e  d e b t s  o n  a c u r r e n t  bas i s ,  and t o  

now allow a m o r t i z a t i o n  of the arrearages would result in double 

r e c o v e r y  from t h e  r a t e p a y e r s  for t h e  same debt. I f ,  as A u x i e r  

Road c o n t e n d s ,  rates w e r e  n o t  s u f f i c i e n t  to  meet these 

o b l i g a t i o n s ,  t h e n  i t  was i n c u m b e n t  upon i t  to i m m e d i a t e l y  p e t i t i o n  

t h e  Commission f o r  h ighe r  rates.  The  Commiss ion  h a s  c o n s i s t e n t l y  

upheld t h e  v i e w  t h a t  r e c o v e r y  of p a s t  o p e r a t i n g  losses t h r o u g h  

c u r r e n t  r a tes  is i n a p p r o p r i a t e ,  a n d  has b e e n  p r e s e n t e d  n o  

p e r s u a s i v e  e v i d e n c e  of why these losses s h o u l d  be r e c o v e r e d  i n  

t h i s  i n s t a n c e .  T h e r e f o r e ,  no  a d j u s t m e n t  f o r  t h e  amort izat ion of 

arrearages h a s  been allowed h e r e i n  for r a t e - m a k i n g  p u r p o s e s .  

T o l e p h o n e  Expanee 

A u x i e r  Road m a i n t a i n s  two t e l e p h o n e  l i n e s  i n  a n  o f f i c e  t h a t  

c o n s i s t s  of only two e m p l o y e e s .  I n  t h e  l a s t  caset  t h e  Cornmission 

disallowed t h e  cost of o n e  of t h e  p h o n e s  a n d  h a s  had  no p e r s u a s i v e  
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e v i d e n c e  p r e s e n t e d  to  it i n  t h i s  p r o c e e d i n g  t h a t  d e m o n s t r a t e s  t h a t  

c i r c u m s t a n c e s  now r e q u i r e  two l i n e s .  T h e r e f o r e ,  t h e  Commission 

has e x c l u d e d  t h e  approximate a n n u a l  cost  of o n e  t e l e p h o n e  l i n e ,  

which reduces o p e r a t i n g  e x p e n s e s  by $632. The C o m m i s s i o n  

e n c o u r a g e s  A u x i e r  Road to  c o n s i d e r  less  e x p e n s i v e  a l t e r n a t i v e s  t o  

having t w o  separate l i n e s ,  s u c h  as o n e  l i n e  a n d  a n  e x t e n s i o n .  

Interest on Long-Term Debt 

A u x i e r  Road proposed a n  a d j u s t m e n t  t o  r e f l e c t  i n t e r e s t  

e x p e n s e  of $21,773 based upon i n t e r e s t  p a y m e n t s  s c h e d u l e d  t o  be 

made d u r i n g  t h e  f i s c a l  y e a r  e n d i n g  O c t o b e r  31, 1985, a s  l i s t e d  

within t h e  a m o r t i z a t i o n  s c h e d u l e  of the l o a n  a g r e e m e n t  w i t h  DLG. 

The Commiss ion  is of t h e  o p i n i o n  t h a t ,  i n  order t o  m a i n t a i n  p r o p e r  

m a t c h i n g  b e t w e e n  c a p i t a l i z a t i o n  a n d  o p e r a t i n g  e x p e n s e s ,  i n t e r e s t  

e x p e n s e  for r a t e - m a k i n g  p u r p o s e s  s h o u l d  be based upon  t h e  deb t  

o u t s t a n d i n g  a t  t h e  e n d  of t h e  t e s t  y e a r ,  e x c l u s i v e  of the p o r t i o n  

c u r r e n t l y  due, as reflected by t h e  a m o r t i z a t i o n  s c h e d u l e .  The 

Commiss ion ,  therefore ,  h a s  a d j u s t e d  i n t e r e s t  e x p e n s e  by $ 5 , 7 6 4  t o  

ref lect  t o t a l  allowable i n t e r e s t  o n  l o n g - t e r m  d e b t  of $21,719. 6 

I n t e r v e n t i o n  i n  Co lumbia  Gas C a s e  

A U X i e K  Road prcrpoaed an a d j u s t m e n t  to reflect  t h e  

a m o r t i z a t i o n  of $ 4 , 5 4 2  o v e r  a 4 - y e a r  p e r i o d  f o r  expenses incurred 

for its i n t e r v e n t i o n  i n  Case No. 9003, A n  Adjustment Of Rates Of 

Columbia  Gas of K e n t u c k y ,  I n c .  On a r e v i e w  of t h e  record i n  t h a t  

case,  i t  is a p p a r e n t  that A u x i u r  Road'a primary purposo tor 

S c h e d u l e d  D e c e m b e r  31, 1 9 8 4 ,  Balance $423 ,779  
I n t e r e s t  Rate 
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i n t e r v e n t i o n  w a s  t o  a t t empt  to  g e t  C o l u m b i a  G a s  to  r e l i n q u i a h  its 

rights t o  s e r v e  A u x i e r  Road. The record reflects t h a t  the only 

c o n t r i b u t i o n s  t o  the case by Auxier Road w e r e  a 3-page motion for 

i n t e r v e n t i o n  a n d  11 t r a n s c r i p t  pages of o ra l  t e s t i m o n y  by M r .  

Brsnham. The Commission s u p p o r t s  A u x i e r  Road's efforts t o  pursue 

every a v e n u e  possible to  keep  its ra tes  l o w .  However,  A u x i e r  Road 

m u s t  j u s t i f y  e x p e n d i t u r e s  for p r o f e s s i o n a l  s e r v i c e s .  In t h i s  

i n s t a n c e ,  t h e  Commiss ion  is of t h e  o p i n i o n  t h a t  Auxier Road 

p r o v i d e d  v e r y  l i m i t e d ,  i f  a n y ,  e v i d e n c e  of value i n  t h e  Columbia 

G a s  case a n d  t h a t  t h e  l e v e l  of e x p e n s e  g o e s  way beyond  t h e  l i m i t  

of r e a s o n a b l e n e s s .  On t h i s  basis, the Commiss ion  is of t h e  

o p i n i o n  t h a t  e x p e n s e s  associated w i t h  A u x i e r  Road's i n t e r v e n t i o n  

in t h e  C o l u m b i a  Gas r a t e  case w e r e  of no b e n e f i t  to  the r a t e p a y e r s  

a n d  t h a t  i t  wou ld ,  therefore, be i n a p p r o p r i a t e  t o  allow r e c o v e r y  

of t h e s e  e x p e n s e s  through r a t e s .  

The Commiss ion  is i n  n o  way a t t e m p t i n g  to discourage Auxier  

Road f r o m  i n t e r v e n i n g  i n  f u t u r e  cases. To t h e  c o n t r a r y ,  the 

C o m m i s s i o n  seeks Auxier Road's i n p u t  in i n s t a n c e s  when i t  is able 

t o  provide e v i d e n c e  t h a t  would be of aid i n  m a k i n g  decisions. 

Even in t h o s e  i n s t a n c e s ,  h o w e v e r r  e x p e n s e s  m u s t  be c o n t a i n e d  to 

what is r e a s o n a b l e .  

I n t e r e s t  I ncome 

Auxier Road proposed a n  a d j u s t m e n t  t o  e x c l u d e  sll i n t e r e s t  

income fo r  r a t e - m a k i n g  p u r p o s e s .  Temporary cash i n v e s t m e n t s  

decreased from $ 9 7 # 1 3 4  a t  the  b e g i n n i n g  of the t e s t  period to 

$13,918 a t  the e n d .  The r e d u c t i o n  was d u e  p r i m a r i l y  to cuatomnr 
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r e f u n d s ,  payment f o r  a n  e x t e n s i o n  of  m a i n s ,  and t r ans fe r s  to 

w o r k i n g  f u n d s  t o  m e e t  o p e r a t i n g  expenses. 

The Commiss ion  is i n  a g r e e m e n t  w i t h  A u x i e r  Road t h a t  a 

r e d u c t i o n  to  this r e v e n u e  i t e m  is n e c e s s a r y ;  h o w e v e r ,  the record 

i n d i c a t e s  t h a t  A u x i e r  Road m a i n t a i n e d  cash i n v e s t m e n t s  of a r o u n d  

$13,000-$14,000 from t h e  end  of t h e  t e s t  y e a r  t h r o u g h  t h e  d a t e  of 

t h e  h e a r i n g .  M o r e o v e r ,  it is u n r e a s o n a b l e  to  a s s u m e  t h a t  no 

i n t e r e s t  i ncome  will be g e n e r a t e d  by A u x i e r  Road i n  f u t u r e  

p e r i o d s .  T h e r e f o r e  t o  de te rmine  a more r e a s o n a b l e  a d j u s t m e n t ,  

the Commiss ion  h a s  p r o j e c t e d  interest i ncome  based upon t h e  

tes t -year  end temporary c a s h  i n v e s t m e n t  b a l a n c e  of $13,918 a n d  an 

in te res t  rate of 7.47’ percent,  w h i c h  r e s u l t s  i n  projected 

i n t e r e s t  income of $1 , 0 4 0 .  

R e l a t e d  P a r t y  T r a n s a c t i o n s  

The Commission is c o n c e r n e d  a b o u t  t h e  i n c r e a s i n g  l e v e l  of 

t ransact ions b e t w e e n  A u x i e r  Road and t h e  family of i ts  p r e s i d e n t ,  

Mr. E s t i l l  Branham. T h e  t e s t - y e a r  ineorne Sta tement  r e f l e c t e d  

p a y m e n t s  to  his wife a n d  t w o  d a u g h t e r s  f o r  payroll e x p e n s e s ;  a 

b r o t h e r ,  who is also a f r e q u e n t  vendor f o r  c o n s t r u c t i o n ,  f o r  

d i r e c t o r s  fees; a n o t h e r  b r o t h e r  t o r  a c c o u n t i n g  o e r v i c s n i  and h i m  

mother, for  lease p a y m e n t s .  Auxier Road s h o u l d  always a t t e m p t  to  

procure the Cheapest  service a v a i l a b l e  w i t h o u t  regard to f a m i l y  o r  

other relationships. Less t h a n  a r m s - l e n g t h  t r a n s a c t i o n s  will be 

closely monitored by t h e  Commiss ion  i n  the f u t u r e  a n d  a d j u s t m e n t s  

The Wall Street J o u r n a l ,  October 21, 1 9 8 5 ,  p. 2 9 ,  Merrill- 
Lynch Ready Asset T r u s t  Rate. 
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w i l l  be made t o  e l i m i n a t e  t h e  e f f e c t s  o f  u n r e a s o n a b l e  p a y m e n t s  i f  

n e c e s s a r y .  

C o m p l i a n c e  w i t h  Commiss ion  F i n d i n g s  

A p r i m a r y  r e a s o n  €or A u x i e r  R o a d ' s  c u r r e f i t  f i n a n c i a l  

c o n d i t i o n  appears t o  be i t s  d is regard  for t h e  f i n d i n g s  of t h e  

C o m m i s s i o n  i n  p a s t  r a t e  O r d e r s .  Among t h e  areas w h e r e  f i n d i n g s  

h a v e  b e e n  d i s r e g a r d e d  are s a l a r i e s ,  w h e r e  i n  t h e  l a s t  case a 

r e a s o n a b l e  l e v e l  was e s t a b l i s h e d  b u t  a c t u a l  l e v e l s  r e m a i n e d  

s i g n i f i c a n t l y  h i g h e r ,  a n d  t e l e p h o n e  e x p e n s e  , w h e r e  A u x i e r  Road h a s  

c o n t i n u e d  to  m a i n t a i n  a n  u n n e c e s s a r y  l i n e  c o n t r a r y  t o  t h e  C o m m i s -  

s i on ' s  f i n d i n g s .  By i g n o r i n g  t h e  C o m m i s s i o n ' s  f i n d i n g s  a n d  m a k i n g  

e x p e n d i t u r e s  a t  a h i g h e r  l e v e l  t h a n  f o u n d  r e a s o n a b l e  b y  t h e  

Commiss ion ,  f u n d s  for paymen t  t o  c red i tors  have n o t  b e e n  

a v a i l a b l e ,  r e s u l t i n g  i n  l a rge  c u r r e n t  l i a b i l i t i e s  a n d  a r r e a r a g e s .  

The Commiss ion  w i l l  be closely m o n i t o r i n g  A u x i e r  R o a d ' s  operations 

i n  t h e  future to d e t e r m i n e  w h e t h e r  d isregard for t h e  C o m m i s s i o n ' s  

f i n d i n g s  c o n t i n u e s .  A u x i e r  Road has a n  o b l i g a t i o n  to  c o n d u c t  i ts  

o p e r a t i o n s  i n  a c c o r d a n c e  w i t h  Commiss ion  f i n d i n g s ,  and f a i l u r e  to 

do so i n  t h e  f u t u r e  may r e s u l t  i n  a d j u s t m e n t s  t o  r e t r o a c t i v e l y  

correct the e f fec t s  of v i o l a t i o n s .  

T h e  C o m m i s s i o n ,  a f t e r  c o n s i d e r a t i o n  of all pro forma 

a d j u s t m e n t  a n d  a p p l i c a b l e  income  t a x  e f f e c t s ,  has d e t e r m i n e d  

A u x i e r  Road's a d j u s t e d  o p e r a t i n g  r e s u l t s  to be as f o l l o w s :  
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T e s t  Year T e s t  Year 
A c t u a l  A d  j u s t m e n  t 8 A d j u s t e d  

O D e r a t i n a  R e v e n u e s  $501,375 $ <  5 0 , 4 7 0 >  $ 4 5 0 , 9 0 5  - 
O p e r a t i n g  E x p e n s e s  
O p e r a t i n g  Income 
O t h e r  Income 
O t h e r  D e d u c t i o n s  
N e t  Income 

521,991 
$<20 ,616>  

< 48,315) 473 ,676  
$ <  2,155)  $ < 2 2 , 7 7 1 >  

2 8 , 6 1 5  < 27 ,575)  1 , 0 4 0  
5 0 , 6 1 1  

$ < 4 2 , 6 1 2 >  
< 29 ,235)  2 1 , 3 7 6  

$ <  495)  $<43 , l O 7 >  

RATE OF RETURN 

A u x i e r  Road r e q u e s t e d  a r a t e  of r e t u r n  o n  n e t  i n v e s t m e n t  

r a t e  base of 8 p e r c e n t .  I n  its moet r e c e n t  caser Auxier Road was 

allowed a r e t u r n  of 7 . 5  p e r c e n t .  

S i n c e  A u x i e r  Road's l a s t  case i n  1983, i n t e r e s t  r a t e s  i n  

g e n e r a l  h a v e  d r o p p e d  a n d  t h e  Commiss ion  h a s  c o r r e s p o n d i n g l y  

lowered r e t u r n s  a l l o w e d  t o  j u r i s d i c t i o n a l  u t i l i t i e s .  The Commis-  

s ion  f i n d s  no  reason t o  d e v i a t e  f r o m  this practice i n  t h i s  

i n s t a n c e ,  b u t  does f i n d  r e a s o n s  to  f u r t h e r  suppor t  a l o w e r i n g  of 

ra te  of r e t u r n .  A t  t h i s  t i m e ,  t h e  s t o c k h o l d e r s  h a v e  n o  n e t  

i n v e s t m e n t  i n  t h e  company.  A l l  u t i l i t y  p l a n t  is suppor ted  by a 

s u b s i d i z e d  l o a n  b e a r i n g  a n  i n t e r e s t  r a t e  of 5 . 1 2 5  p e r c e n t .  By 

a l l o w i n g  a n y  r e t u r n  at all, t h e  C o m m i s s i o n  seeks not to c o m p e n s a t e  

t h e  s t o c k h o l d e r s  of A u x i e r  Road, f o r  there is no e q u i t y  t o  

c o m p e n s a t e ,  b u t  r a t h e r ,  to  allow t h e  company to  m a i n t a i n  a 

r e a s o n a b l e  l e v e l  of cash r e s e r v e s  a n d  r e m a i n  a f i n a n c i a l l y  v i a b l e  

company . Under p r e s e n t  c i r c u m s t a n c e s ,  the n e e d  for c a s h  r e s e r v e s  

is m i n i m a l .  Wi th  a n e w l y  b u i l t  s y s t e m ,  e x t r a o r d i n a r y  m a i n t e n a n c e  

s h o u l d  be l o w  a n d  t h e  record i n  t h i s  case r e f l ec t s  n o  p l a n s  for 

major construction. Therefore, t h e  Commission is  of t h e  o p i n i o n  

t h a t  a f a i r ,  j u s t  a n d  r e a s o n a b l e  r a t e  of r e t u r n  o n  t h e  n e t  
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CORRECTION 

PRECEDING IMAGE HAS BE€N 
REFILMED 

TO ASSURE LEGIBILITY OR TO 
CORRECT A POSSIBLE ERROR 



Test  Year T e s t  Year 
A c t u a l  A d j u s t m e n t s  A d j u s t e d  

O p e r a t i n g  R e v e n u e s  $501 ,375  $< 50 ,470>  $450 ,905  
O p e r a t i n g  E x p e n s e s  
O p e r a t i n g  Income  
O t h e r  Income 
O t h e r  D e d u c t  i o n s  
N e t  Income 

5 2 1 , 9 9 1  
$ < 2 0 , 6 1 6 >  

< 4 8 , 3 1 5 >  4 7 3 , 6 7 6  s< 2 , 1 5 5 >  3 < 2 2 , 7 7 1 >  
2 8 * 6 1 5  < 2 7 , 5 7 5 )  1 , 0 4 0  

' 5 0 , 6 1 1  ' 
$ < 4 2 , 6 P 2 >  

< 2 9 , 2 3 5 >  2 1 , 3 7 6  
$ <  4 9 5 >  $ < 4 3 , 1 0 7 >  

RATE OF RETURN 

k u x i e r  Road r e q u e s t e d  a r a t e  of r e t u r n  o n  n e t  i n v e s t m e n t  

r a t e  base of 8 p e r c e n t .  I n  its most recent case, A u x i e r  Road was 

a l lowed a r e t u r n  of 7.5 p e r c e n t .  

S i n c e  ~ u x i e r  Road's l a s t  case i n  1983? i n t e r e s t  ra tes  in 

g e n e r a l  have dropped and the Commission has c o r r e s p o n d i n g l y  

l o w e r e d  r e t u r n s  a l l o w e d  to j u r i s d i c t i o n a l  u t i l i t i e s .  The Commis- 

s i o n  f i n d s  n o  reason t o  d e v i a t e  f r o m  t h i s  pract ice  in t h i s  

i n s t a n c e ,  b u t  does f i n d  r e a s o n s  to  f u r t h e r  s u p p o r t  a l o w e r i n g  of 

r a t e  of r e t u r n .  A t  t h i s  t i m e ,  t h e  s t o c k h o l d e r s  have n o  n e t  

i n v e s t m e n t  i n  t h e  company.  All u t i l i t y  p l a n t  is s u p p o r t e d  by a 

s u b s i d i z e d  l o a n  b e a r i n g  a n  i n t e r e s t  ra te  of 5 . 1 2 5  p e r c e n t .  B y  

a l l . o w i n g  a n y  r e t u r n  at all, t h e  Commission s e e k s  n o t  t o  c o m p e n s a t e  

t h e  s t o c k h o l d e r s  of A u x i e r  Road, for there is n o  e q u i t y  to 

c o m p e n e a t e ,  b u t  r a t h e r ,  to  allow t h e  company to m a i n t a i n  a 

r e a s o n a b l e  l e v e l  of cash  r e s e r v e s  a n d  r e m a i n  a f i n a n c i a l l y  v i a b l e  

company. Under p r e s e n t  c i r c u m s t a n c e s ,  t h e  n e e d  f o r  cash reserves 

is m i n i m a l .  W i t h  a n e w l y  b u i l t  s y s t e m ,  e x t r a o r d i n a r y  m a i n t e n a n c e  

s h o u l d  be low a n d  the record i n  t h i s  case r e f l ec t s  n o  p l a n s  fo r  

major c o n e t r u c t l o n .  T h e r e f o r e ,  t h e  Commiss ion  is of t h e  o p i n i o n  

t h a t  a f a i r ,  j u e t  and r e a s o n a b l s  r a t e  of r e t u r n  on t h e  n e t  
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i n v e s t m e n t  ra te  base s h o u l d  be 7.0 p e r c e n t  i n  t h a t  i t  w i l l  a l l o w  

A u x i e r  Road to  p a y  i t s  o p e r a t i n g  e x p e n s e s ,  s e r v i c e  i ts d e b t ,  a n d  

p r o v i d e  a r e a s o n a b l e  s u r p l u s  for e q u i t y  growth.  

REVENUE REQUIREMENTS 

The  Commiss ion  h a s  d e t e r m i n e d  t h a t  A u x i e r  Road n e e d s  

additional annual operating income of $27,808 to produce an 

o v e r a l l  r e t u r n  o n  n e t  i n v e s t m e n t  ra te  base of 7 p e r c e n t .  A f t e r  

t h e  p r o v i s i o n  for t a x e s  of $ 1 , 5 9 2 ,  there  is a n  o v e r a l l  r e v e n u e  

d e f i c i e n c y  of $52 ,171.  To a c h i e v e  t h i s  l e v e l  of o p e r a t i n g  i n c o m e ,  

A u x i e r  Road is  e n t i t l e d  t o  i n c r e a s e  i ts  a n n u a l  r e v e n u e s  a s  

follows : 

R e a s o n a b l e  N e t  O p e r a t i n g  Income 
A d j u s t e d  N e t  O p e r a t i n g  Loss 
N e t  O p e r a t i n g  Income  D e f i c i e n c y  
Income T a x e s  
A d d i t i o n a l  R e v e n u e s  R e q u i r e d  

$ 27,808 

The  ra tes  a n d  c h a r g e s  i n  A p p e n d i x  A a r e  d e s i g n e d  t o  p r o d u c e  

g ross  o p e r a t i n g  r e v e n u e ,  b a s e d  upon t h e  a d j u s t e d  t e s t  y e a r  of 

$ 5 0 3 , 0 7 6 .  

Revenue  A l l o c a t i o n  a n d  Rate Design 

A u x i e r  Road proposed n o  c h a n g e  i n  t h e i r  r a t e  d e s i g n  a n d  

p r o p o s e d  equal d i a t r i b u t i o n  to  t h e  r e v e n u e  increase. The 

Commiss ion  agrees w i t h  t h e  r e v e n u e  a l l o c a t i o n  m e t h o d o l o g y  i n  t h i s  

case. 

F I N D I N G S  AND ORDERS 

The  C o m m i s s i o n ,  a f t e r  e x a m i n i n g  t h e  e v i d e n c e  of record and 

b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  a n d  f i n d s  t h a t :  
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1. The rates and charges c u r r e n t l y  i n  effect are excessive 

and u n r e a s o n a b l e  a n d  should be reduced .  

2. The rates a n d  charges i n  Appendix A are the f a i r ,  j u s t  

and r e a s o n a b l e  rates t o  be charged by A u x i e r  Road. 

3. A u x i e r  Road s h o u l d  amend its a n n u a l  r e p o r t s  for t h e  

years 1981-1984 to reflect proper a c c o u n t i n g  for t h e  a m o r t i z a t i o n  

of the e x t r a o r d i n a r y  p r o p e r t y  loss. 

IT IS THEREFORE ORDERED that: 

1. Upon application of 2 7 8 . 2 6 0 ,  A u x i e r  Road s h a l l  

r e d u c e  i ts ra tes  and charges to  c o n f o r m  w i t h  F i n d i n g  N o .  1. 

2 .  The rates and charges i n  Appendix A are t h e  f a i r ,  

j u s t  a n d  r e a s o n a b l e  r a t e s  t o  be c h a r g e d  by A u x i e r  Road for s e r v i c e  

r e n d e r e d  o n  a n d  after t h e  d a t e  of t h i s  O r d e r .  

3. A u x i e r  Road s h a l l  amend its 1981-1984 A n n u a l  

Reports i n  a c c o r d a n c e  w i t h  F i n d i n g  N o .  3. 

4. W i t h i n  30 d a y s  of the date  of t h i s  Order Auxier 

Road s h a l l  file w i t h  t h i s  Commiss ion  its r e v i s e d  t a r i f f s  s e t t i n g  

o u t  t h e  r a t e s  a u t h o r i z e d  h e r e i n .  

5. The  m o t i o n  that t h e  burden of proof in t h i s  

p r o c e e d i n g  be upon t h e  Commiss ion  be and h e r e b y  is o v e r r u l e d .  
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I Done at F r a n k f o r t ,  Kentucky,  t h i s  20th day of kder, 1985. 

PUBLIC SERVICE COMMISSION 

Chairman 

ATTEST: 

Sec re t a  ry 



. 

APPENDIX A 

APPENDIX TO AN ORDER OF THE K E N T U C K Y  PUBLIC S E R V I C E  
COMMISSION IN CASE NO. 9318 DATED 12/20/85 

The following rates and charges are prescribed for the 

customers served by Auxier Road Gas Company, Inc. All o t h e r  rates 

and charges not specifically mentioned herein shall remain t h e  

same as t h o s e  in effect u n d e r  a u t h o r i t y  of this Commission prior  

to the effective date  of this Order. 

The following rates and charges have incorporated a l l  

increases and decreases in purchase gas adjustment clause cases 

from 8768-L through 8768-P. 

RATES: Monthly 

F i r s t  1 ,000  C U .  f t .  

All Over 1,000 cu. ft. 

$ 8 . 5 5  Minimum B i l l  

7.73 per 1,000 cu. ft. 

The base rate for t h e  future application of the purchased 

gas adjustment clause of A u x i e r  Road Gas Company, I n c . ,  8 h s . l l  be: 

Commodity 

Columbia Gas of Kentucky, Inc. $4.551 per Ncf 


